INTRODUCTION
In May 2011 Portugal agreed with the EU institutions and the IMF the implementation of an austerity program, following a number of contractionary fiscal measures already in place since 2010. The combined effect of this program and the spill-overs accruing from the simultaneous fiscal consolidation across the EU had a devastating impact on Portuguese economy and society 1 .
Between 2010 and 2014, GDP fell by 5.4%, investment dropped by nearly 30%, total employment fell by 7% (i.e., 350,000 net jobs were lost), the unemployment rate reached a peak of 17.5% in the first quarter of 2013 and, by the end of 2014, was still above 14% (from 12% in 2010) . About 65% of the unemployed (9.1% of the labour force) were out of job for at least 12 months. Nearly 60% of those without a job did not have access to any unemployment benefit. The population at risk of poverty and social exclusion increased from 25.2% in 2010 to nearly 27.5% in 2013, while the intensity of poverty rate2 increased from 23.2% to 30.3% in the same period.
As Figure 1 shows, the economic recession in Portugal was associated with a steep drop of internal demand (especially investment and private consumption) between the first quarter of 2011
and the third quarter of 2014, which was only partially compensated by the positive contribution of net external demand to GDP growth. 1 Veld (2013) estimates that the spillovers from simultaneous fiscal consolidation across the EU led to a cumulative loss of 15,3% of GDP between 2011 and 2013 (as compared to the effects of a stand-alone fiscal consolidation in Portugal). 2 This rate is measured as the difference between the at-risk-of-poverty threshold (set at 60 % of the national median equivalised disposable income after social transfers) and the median equivalised disposable income of persons below the same at-risk-of-poverty threshold, expressed as a percentage of the at-risk-of-poverty threshold.
Calm after the storm? Portugal one year after the end of the adjustment program ________________________________________________________________________________ However, Portugal still has a long way to go before recovering from pre-crisis levels of economic activity. In spite of the recent improvements, by the end of 2014 real GDP was still at its 2003 value. Investment levels were back to those of the late 1980s, being insufficient even to replace the existing capital stock (Net Fixed Capital Formation decreased by 2.3% since 2010).
Total employment has not been so low since 1995. The drop in the unemployment rate seems to be largely explained by the growth of emigration (which has not been so high since the 1960s, leading to a decrease in total population of 180.000 people, or 2%, since 2010), by the growth of inactivity (264.000 people were pushed out of the labour force during this period) 3 , and by the expansion of occupational programs for unemployed people (who during that period do not count as unemployed for statistical purposes) 4 .
Moreover, there are reasons to believe that the recent macroeconomic improvements may prove to be unsustainable. For example, the return to growth in 2014 has been driven by internal demand, with net exports giving a negative contribution to the annual change in GDP, which leads to question the potential for an export-led recovery. In addition, the recent growth in private consumption and investment is partially explained by the Constitutional Court's decision to block some of the fiscal consolidation measures adopted by the government, raising doubts about the capacity to meet the budgetary goals for 2015. Finally, the relatively optimistic growth forecasts for the near future may still prove insufficient to substantially reduce the extent of labour slack 
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At the present juncture, a sustainable recovery of the Portuguese economic seems to be hampered by the high levels of public debt, private sector debt (especially among non-financial corporations) and overall net external debt. In the following sections of this paper I will present in greater detail the challenges posed by the dynamics of public debt (section 2), the high levels of corporate indebtedness (section 3) and the competitiveness weaknesses of the Portuguese economy (section 4). Section 5 discusses the policy measures that have been, or could be, implemented to address these challenges. Section 6 concludes.
THE DYNAMICS OF PUBLIC DEBT
All the parties involved in the design and implementation of the austerity program -the Portuguese government, the IMF, the ECB, and the European Commission -consider the Portuguese sovereign debt to be sustainable, within the most probable macroeconomic scenarios. International private investors seem to think likewise: Portugal has smoothly returned to sovereign debt markets since 2013, facing historically low interest rates
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. The Portuguese authorities were also able to improve the repayment profile of public debt by extending maturities to 15 years and conducting a number of bond swap operations. Taking advantage of the favourable monetary context, the Ministry of Finance built up a cash buffer that meets a substantial amount of pre-financing for 2015 (IMF, 2015) 6 .
The financial pressure on the Portuguese government in the coming months has been significantly reduced by the low levels of interest rates, the soft and discrete debt rescheduling, and the built up of a cash buffer. This, however, should not elude the challenge posed to Portugal by the dynamics of public debt. As the table shows, the Portuguese government expected the primary surplus to gradually increase to 4.2% of GDP in 2018, in a macroeconomic context marked by moderate GDP growth (between 1.2% and 1.8%), moderate inflation (between 0.7% and 1.8%), and moderate growth of private consumption (0.7%-0.8%). These forecasts are compatible with the Fiscal Compact, assuring that the debt-to-GDP ratio would approach the 60% threshold at the rate of 1/20 per year from 2017 onwards, assuming that the average interest rate on the overall Portuguese sovereign debt would remain stable during the period.
However, the projections shown above are hardly compatible with past experience of any comparable country. In Cabral et al. (2014) we have analysed the data for the 28 EU Member States between 1996 and 2013, corresponding to 491 observations without missing data. We then checked the number of observations corresponding to cases in which: the primary surplus was equal to or greater than 1.8% of the GDP; nominal GDP growth was no more than 3.6%; and the GDP deflator was at most 1.8%. Only 6% of the cases correspond to these conditions. If we add the restriction 7 More formally, the Treaty on Stability, Coordination and Governance in the Economic and Monetary Union.
Calm after the storm? Portugal one year after the end of the adjustment program ________________________________________________________________________________ DINÂMIA'CET -IUL, Centro de Estudos sobre a Mudança Socioeconómica e o Território ISCTE-IUL -Av. das Forças Armadas, 1649-026 Lisboa, PORTUGAL Tel. 210464031 -Extensão 293100 E-mail: dinamia@iscte.pt http://dinamiacet.iscte-iul.pt/ 7 that private consumption cannot growth above 0.8% per year, we are reduced to 2% of the cases (10 out of 491). Finally, none of these few cases corresponded to countries with high levels of external debt (recall that the Portuguese external debt is presently above 100% of GDP). In other words, the mid-term forecasts that are compatible with Portugal complying with the Fiscal Compact were hardly ever seen in Europe in recent decades, and only happened occasionally (and not in several successive years, as is expected in the Portuguese case), even in countries with a much healthier macroeconomic situation than Portugal.
More recently, the IMF (2015) has presented a more modest macroeconomic mid-term forecast for Portugal. The Fund expects annual GDP growth to reach 1.6% until 2018, the GDP deflator 1.7%, and the primary balance 2.5% of the GDP. These figures imply that the reduction in the debt-to-GDP ratio will be significantly slower than the EU budgetary rules determine.
According to the IMF, the debt-to-GDP ratio will be 124.1% in 2018, corresponding to a rate of reduction of 0.7% per year (that is, seven times less than the required target). Put simply, the FMI forecasts that Portugal will not comply with the Fiscal Compact.
Given the discussion above regarding the experience of EU Member States since 1996, IFM's recent forecasts seem more plausible than the ones presented by the Portuguese government in 2014 (even if they imply that Portugal will not meet EU's fiscal rules in the medium-term).
However, it is worth noting that the IMF's forecasts regarding real GDP growth, the GDP deflator and the budget surpluses are close to the conditions we assumed in Cabral et al. (2014) , when discussing the experience of EU Member States in the last two decades. That is, even if we used IMF's more moderate forecasts regarding the budget surplus, the conclusion would still be the same: in order to put the debt-to-GDP ratio on a downward trend (however modest), Portugal would have to conduct a process of budgetary adjustment that is highly implausible at the light of the historical experience 8 .
In other words, without a substantial restructuring of the public debt, the debt-to-GDP ratio will only improve if Portugal runs unprecedented levels of budget surpluses for over a decade. This requires that at least one of the following conditions holds: (i) public expenditures are drastically reduced and/or public revenues significantly increase; or (ii) the evolution of the main macroeconomic variables (interest rates, real GDP growth, inflation, etc.) is much more favourable 8 For similar conclusions using different countries and time periods, see Eichengreen and Panizza (2014) .
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It should be noted that several budget-related reforms have been implemented in Portugal since the turn of the century (that is, even before the adjustment program was in place), as the following examples illustrate: (i) between 2000 and 2009 the civil servants real wages decreased (-3.4% for salaries less than 1.000 euros and -6.7% for higher wages), contrasting with the 9.6% increase in private sector wages during the same period; (ii) Portugal was the fourth of 32 OECD countries in which the weight of public employment in the labour force decreased the most (1.5%, Public revenues, in turn, increased by 5%. This was achieved by adopting several measures targeting direct and indirect taxations, as well as social contributions. The increases in the VAT rates (the main rate increased from 21% to 23%, and several special rates were abolished) were insufficient to compensate for the reduction in economic activity and employment. The same happened to social security contributions. Therefore, the increase in revenues was due to direct In sum, after 15 years of budget-related reforms and four years of deep fiscal consolidation, it seems unreasonable to expect that future reductions in the Portuguese debt-to-GDP ratio can be achieved through further substantial cuts in public expenditure or increases in tax revenues, without incurring the risk of social, political and economic disruption.
At present, the favourable evolution of macroeconomic conditions (the reduction in interest rates, the depreciation in euro's exchange rate against the US dollar, and the decrease in oil prices), together with the positive performance of Portuguese exports (which are expected to grow by 4.5% in 2015), have fostered optimistic views regarding economic recovery and public debt sustainability. However, as I have shown above, in the absence of debt restructuring even real growth rates of GDP around 2% per year are insufficient to put debt-to-GDP ratio on an economically and politically sustainable downward trend
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. The capacity to achieve higher rates of growth, however, is severely hampered by the high levels of corporate indebtedness and the profile of specialization of the Portuguese economy. I will address these two topics in the following sections.
9 Several measure have been adopted in this domain, including: crossing fiscal information from different sources, harmonizing fiscal rules, increasing penalties for fraudulent behavior, expanding the tax auditing staff, creating incentives for consumers to request invoices in daily consumption (e.g., tax benefits in proportion of the values of invoices, a weekly lottery of top-of-the-range cars using the invoices numbering, etc.). 10 Especially in a deflationary context, as the current one. Figure 2 . The strong increase of non-performing loans in recent years resulted from a combination of:
CORPORATE INDEBTEDNESS
(i) the deep economic recession, which reduced the profitability of firms and, therefore, their capacity to repay their debts; (ii) the tightening of credit conditions, which limited the possibilities for the revolving of bank credits; and (iii) the almost absence of alternative sources of funding for Portuguese firms (partly explained by the fact that 99% of these are SMEs). Moreover, the ability of firms to liquidate assets to repay debts was limited under the prevailing market conditions.
Burdened with high debt and lacking alternative means to adjust, Portuguese firms were forced to cut on investment and operating costs (notably, labour costs), thus contributing to deepen the economic recession -and, consequently, the indebtedness problem of both the private and the public sector.
In the context of the adjustment program, several measures were adopted to address the problem of corporate deleveraging in Portugal. These include measures related with new in-and out-of-court debt restructuring and insolvency procedures, reinforced monitoring mechanisms, improved access to funding (guarantees, stimulus to privately-run investment funds, etc.), and targeted tax measures (e.g., temporary tax incentives for debt restructuring, minimizing the distortions resulting from the different tax treatment of debt versus equity). However, the impact of these measures has been modest, given not only the dimension of the problem, but also several practical difficulties in implementation (e.g., opportunistic behaviour by insolvent firms, resistance of both creditors and debtors to restructuring, lack of new financing, a weak insolvency administration, an overburdened judicial system, understaffing of public agencies, etc.) (IMF, 2015) . In any case, it is clear that a drastic corporate balance-sheet adjustment would risk weakening the Portuguese banking sector. In the worst case scenario, this could ultimately jeopardize the fiscal consolidation effort that has been put in place in recent years, by passing over debt from private hands to the public sphere.
At the beginning of 2015 the rate of non-performing loans was still increasing, while the deleveraging of the Portuguese corporate sector was proceeding slowly, at the cost of productive investment. With the recent improvement in credit conditions, the key obstacle to a more rapid adjustment of Portuguese NFCs' financial position was the growth of sales. This, however, was being hampered both by the deleveraging of the public and the private domestic sectors, and by the slow growth of external demand (especially from the EU).
In fact, examples of similar crises in past have shown that the adjustment of corporate balance sheets was largely driven by a strong export performance. Typically, this was fostered not only by strong external demand, but also by nominal exchange rate adjustments (IMF, 2013) . Being part of a monetary union, Portugal cannot rely on the exchange rate mechanism to drive the necessary gains in competitiveness: although the recent depreciation of the euro is expected to have a positive impact on Portuguese exports (not only to extra-eurozone markets, but also within the monetary union, for industries that compete directly with third country producers), it does not affect 
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the competiveness of Portuguese firms vis-à-vis its euro zone competitors. Therefore, further gains in price competitiveness would have to be obtained through the continuation of the internal devaluation process. Given the very low levels of inflation in the euro zone, this would imply a prolonged period of deflation in Portugal, which would in turn aggravate the debt burden of firms, households, and the government. In sum, the high level of corporate indebtedness has become a main obstacle to economic and employment recovery in Portugal, aggravated by the dismal economic performance and low inflation in the euro area. Even if these conditions were to be reverted in the short run, the Portuguese economy would still have to deal with a more fundamental problem: the weakness of its productive structure, to which I turn next.
COMPETITIVENESS WEAKNESSES
Improving external competitiveness through internal devaluation has been a central feature of the austerity program implemented in Portugal in recent years. This has been achieved through the public sector reforms mentioned in Section 2, as well as through a number of changes in labour laws. The latter included the following: reducing severance pay, restricting the possibility of appeal to the courts by dismissed workers, reducing overtime compensation, increasing working time flexibility, reducing the number of vacation days and holidays, and reducing the duration and amount of unemployment benefits. Together with the downward pressure imposed on wages by the high level of unemployment, these developments led to a substantial decrease of the relative unit labour costs (ULCs) in Portugal, as shown in Figure 3 . to redirect sales to foreign customers, given the collapse in internal demand.
Arguably, the increase in the margins of Portuguese exporters will increase the attractiveness of investments in the tradable sector. However, as was previously discussed, investment is being hampered by low internal and external demand, as well as by the high levels of corporate debt. Moreover, the profitability of Portuguese exports has been limited in the past two decades by their specialization profile. As Figure 4 illustrates, Portugal is overspecialized in slow-growing exporting products, displaying a specialization profile that largely overlaps with that of emerging economies such as China. 
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In other words, the Portuguese economy largely relies on low valued added and low growth industries, which have been facing increasing competitive pressures from emerging economies that from substantial cost advantages. In order to sustainably improve its export performance Portugal will have to upgrade its productive structure, towards more knowledge-intensive activities.
However, this structural change can hardly be achieved in the medium-term, given the current financial constraints and, more importantly, the country's huge gap in educational levels 14 .
THE ROOM FOR GROWTH-PROMOTING POLICIES
Against this background, the international institutions insist on the need to proceed with reforms that foster the price-competitiveness of the Portuguese economy. For example, in its first country report after the end of the adjustment program, the IMF (2015) EC, 2015) , the Fund has also addressed the need to continue the efforts to reduce prices in the energy sector, as well as to revise the laws on highly regulated professions.
While these and other measures may have positive impacts on the overall efficiency of the Portuguese economy in the medium term, their implementation would be insufficient to overcome the main constraints to a sustainable economic recovery in Portugal that were discussed in the previous three sections, that is: the dynamics of public debt, the high levels of corporate indebtedness, and the weaknesses of the Portuguese export sector.
As many authors have been arguing in recent years, the sovereign debt of countries in the periphery of the euro zone can hardly be sustainable in the absence of restructuring, fiscal transfers, or an unanticipated burst of inflation (see, e.g., Eichengreen and Panizza, 2014 The Portuguese government has decided to set up a new development financial institution, which will manage with both debt and equity (or quasi-equity) funding instruments for SMEs, drawing on different sources (including EU Cohesion Policy funds). While this initiative may help to achieve greater efficiency and effectiveness in the management of financial instruments for enterprise funding, it will not represent a dramatic transformation from the enterprise support policies that have been implemented in the recent past, nor will it be able to increase significantly the amount of funding available for productive investment.
The European Commission (EC, 2015) has also pointed out the insufficient investment in R&D and innovation by Portuguese firms, and the need to strengthen the links between universities and industry. However, as I have argued elsewhere (Mamede, 2014) , the common assessments of the Portuguese research and innovation system are systematically biased, given their lack of consideration for the structural specificities of the domestic economy. In fact, almost all of the statistical indicators used by EU institutions to assess the innovative performance of countries are strongly correlated with the technology-intensity of their productive structure. Mamede et al., 2014) -the effectiveness of these policies largely depends on the overall conditions for structural change, including sustained improvements in educational levels and financial conditions for productive investment.
CONCLUSIONS
The signs of recovery of the Portuguese economy have been emphasized by EU institutions in recent months as evidence of a successful adjustment program in the euro zone periphery. GDP growth returned to a positive ground in 2014 and 2015, total employment grew slightly, the unemployment rate fell, the current account have been in surplus for the first time in decades, and the structural primary balance improved substantially (as compared to 2010).
However, Portugal still has a long way to go before recovering from pre-crisis levels of economic activity. Additionally, there are reasons to suspect that the recent macroeconomic improvements may prove to be unsustainable, while a sustainable recovery of the Portuguese economy is being hampered by the high levels of public debt and private sector debt (especially among non-financial corporations).
In order to tackle its indebtedness problems -in the absence of substantial debt restructuring and/or fiscal transfers -the Portuguese economy would need to grow much faster than is presently forecasted for the coming years. According to the IMF (2015), an average growth of 1.5% during 2015-2019 would reduce only marginally the present levels of labour market slack.
However, a faster pace of growth is hardly compatible with the constraints affecting the Portuguese economy, namely: its weak productive structure and the high levels of indebtedness.
One year after the end of the adjustment program, Portugal seems to be passing through a period of calm after three years of a storm that lead the country many years backward in economic activity, employment, investment, and social conditions. The abundant liquidity provided by the ECB since 2012 has allowed the Portuguese government to satisfy its current financing needs through the financial markets at favourable conditions. It has also contributed to improve the financing conditions for the Portuguese banking system, fostering the recovery of credit to the private sector. This, however, should not elude the fact that trouble may still be around the corner for Portugal.
